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TimingisEverything

Inthisedition of the Retirement Newsfor Employerswe bring youanew feature: “Timingis
Everything.” Theinaugura flyer providesinfo on 401(k) plan and 403(b) plan contributions
and ontax creditsfor retirement saving in 2006. Just go thelast page of thisand each future
editionfor the handy one-pageflyer.

“TimingisEverything” isaflyer designed for employersto sharewith their employeesand
providesbullet-point information about retirement. Each* Timing” flyer features:

Printer-friendly graphics—Wewon'’t drain your ink supply when you print them out;
Plain-languagetips—No trand ation needed; and

The Retirement Plans Community web address—Your employeescan just point
and click for even moreretirement tipsfrom the IRS.

Print the® TimingisEverything” flyer andincludeit inyour employees pay envelopesor post it
on abulletin board —we ve madetheflyer look good whether you print in color or inblack &
white.

If you prefer, you can usetheflyer in company e-mailsor newsletters. Just liketherest of the
Retirement Newsfor Employersthe” Timing” flyer isin easy-to-use PDF format.

Each“Timing” flyer will haveimportant tipsfor employeeson
retirement issues. Futureflyerswill haveinfoonreceiving
retirement plan distributions, IRA contributionsand more. We
wel comeyour suggestionson “ TimingisEverything” topics—
just send themto RetirementPlanComments@irs.gov.

FY1: WE I buildanonlinearchiveof linkable“ Timingis
Everything” flyerswhereviewerscanclick onlinkeditemsin
eachflyer andfind additiond info. You' Il find theminboththe
Plan Sponsor/Employer and Plan Participant/Employee
sections of the Retirement Plans Community web
page.m
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Examinations)

Hello again everyone. Thanksfor returning towhat | hopeisavaluabletool for youand
your employeesas| inform you about recent developmentsin theretirement plans

community. Please notethat | am alwayswilling to hear your feedback and/or questions
about thisarticleor suggestionsfor futurearticles. You cando soby emailing meat
RetirementPlanComments@irs.gov.

Critical Few —Update

We Have a New L ook

Thanksto public feedback, changes have been madeto
navigating the IRS.gov web site (and to the Retirement Plans
Community web page, too):

“Informationfor” linksonthemain IRS.gov web site
arenow located under the IRS banner. Note
“Retirement Plans Community.”

Onceat the Retirement Plans Community web page
(www.irs.gov/ep), the second level navigation of the
web pageto“Informationfor” linksfor specific
content for Benefits Practitioner; Plan Participant/
Employee; and Plan Sponsor/Employer are now
located directly under the RS banner.

Search functionality hasbeen upgraded toincrease
search result accuracy and usability.

Sogiveusavisit and takealook at theimprovements.
News Release IR-2005-134 providesmoreinformation
about theimprovementstothe IRS.gov Site. m

AbusiveRoth IRA transactions;

Inthelastissue, | shared with you some of my current “ Critical Few,” or most important

items. Inthisissue, I'll sharewith you my updated
“Critical Few.” Thisand futureissueswill expand
ontheseareasof focusto giveyou my in-depth
viewsandideas. Thehighlighteditemsare
discussed below.

Expand Compliance Contacts

Improve Examinaion Timeliness

ATAT

Monitor Pension Funding

Expand Focused Examination Concept

ATAT —Abusive Tax Avoidance
Transactions

Oneareawearecurrently examiningistransactions
thelRS considersabusive. Because of our
examination experiencewith thesearrangements,
the IRSissued Announcement 2005-80. This
Announcement givestaxpayersalimited-time
opportunity to comeforward and settleany of 21
different transactionsthe RS consdersabusive.
For theretirement planscommunity, the
transactionsdigiblefor thissettlement initiative

involve(generdly):

Abusivestuationsinlifeinsurance contracts,
Abusivetrust arrangementsinvolving welfare benefit trusts; and
Abusivetransactionsin management S Corporation Employee Stock Ownership

Plans, or ESOPs.

| strongly advise anyone currently in one of these arrangementsto read theAnnouncement,
consult your pension representativeif you believeyour planisaffected by oneor moreof
thesetransactions, and consider applying for asettlement initiative viathisAnnouncement.
Gotowww.irs.gov for moreinformation on the abusive transactions and the settlement

initigtive
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Expand Focused Examination Concept
I”’mworking to changethe methodol ogy and audit philasophy within Employee Plans Examinations
from onethat stressesacomprehensive approach, to amorelimited processthat concentratesona
framework of activitiesthat are used to evaluate overd| plan compliance. Thisphilosophy will help

meincrease examination coverage and have my agentswork more productively. What'sinit for
you? Youwill only haveto gather recordsfor theissuesinitialy identified by theagent. Depending

onthecompliancelevel of your plan after conducting an openinginterview, reviewinginternal
controlsand examining thesefew key issues, the examinationwill be expanded or closed at that
time. For the compliant taxpayersthisapproach will savethem timeand money. Also, my agents
will be spending lesstime on the examination, which providesyou aquicker closing | etter.

My planisto begin using thisfocused examination concept in January 2006. | intend to provide
agentswith training toward theend of thisyear and to share my philosophy and goasfor this

More Relief for Hurricane Victims

ThelRS, DOL and PBGC haveissued joint guidanceon
relief —including filing and funding rdlief; |oan and hardship
distribution provisions; and re-contribution rules—provided
intheKatrinaEmergency Tax Relief Act (KETRA). See
thisand al therecent information on disaster relief dueto
the spate of deadly hurricanesinthe Gulf Coast at the
Retirement Plans Community web page.

There sinformation on provisonsrelated to Hurricanes
Katring, Ritaand Wilma. You'll dsofindlinkstorelevant
newdetter articles, officia IRSguidance and other
government agencies.

Gotowww.irs.gov for all thelatest news. m

concept as| have donewith you here.

If youareoneof the*lucky” (I guessyou might prefer
theterm “unlucky”) oneswho gets selected for afocused
examination and youwould liketo shareyour
experienceswith me, | would wel comeyour comments
aswell asideasfor improving the process. E-mail meat
RetirementPlanComments@irs.gov. m

Product Profile — The Retirement
Plan Products Navigator

The Retirement Plan Products Navigator
(Publication 4460) isanew publication issued by the
Employee Plansoffice. Thisuseful tool will helpyoufind
theretirement plan assstance materialsand lend you a
handin answering thesequestions:

Which planisbest for my business?
What arethe basic plan requirements?
How can | keep my plan compliant with thetax lawv?

What if | make mistakes?

TheNavigator providesyou ahighway of retirement plan ass stancematerialsand liststhe
publicationtitle, content and product description for resourcesto:

DetermineYour Direction

ChooseaRoute
Stay on Course

Perform Regular Maintenance
MakeaCourse Correction

From thiscollection of retirement plan products, |earn the benefitsof having aretirement

planfor your business, compare and discover which planisbest suited for your business,
roll-out your plan, and taketheright stepsto keep up your plan. Follow the highway and
youwill also seethat the IRS hashelpful programsto catch and fix mistakesin your plan.

The publication, aswell astheresourceslisted in the Navigator, can befound onthe
Retirement Plans Community web page. The publication can also be ordered by

callingtoll-free (800) TAX-FORM (829-3676). m
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Forms—you can't livewith them, you can't livewithout them. Just likeyou useformswhen
running your business—everything from spreadsheetsto recel ptsto invoices—you aso use
formswhen dealing with aretirement plan.

New Form

ThelRSisdrafting Form 8915, Qualified Hurricane Katrina Retirement Plan
Distributionsand Repayments, which will be used by taxpayersto report distributionsand
determinetheamount included inincome. Thenew form should beavailable sometimeafter
January 1, 2006 by calling (800) TAX-FORM (829-3676).

Pub Update

In keeping with our promiseto supply basi cinformation on different typesof retirement
plans, we' re happy to announcetherelease of acornucopiaof new publications:

Publication 4333, SEP Retirement Plansfor Small Businesses, isacustomer
education and outreach tool designed for small businessownersand tax
practitionerswith clientsthat may be ableto start or already haveaSimplified
Employee Pension (SEP) plan. It providesguidance on the establishment and
operation of such plansand was produced in conjunction with the U.S. Department
of Labor.

CONTACTING
EMPLOYEE PLANS

- Publication 4460, The Retirement Plan Products Navigator,
highlights publicationsand brochurestargeted to small business

The Retirement News for Employers welcomes your
comments about this issue and/or your suggestions for
future articles.

Send comments/suggestions to:

EP Customer Education & Outreach
SETEP.CEO

1111 Constitution Avenue, N.W., PE-4C3
Washington, D.C. 20224

or FAX (202) 283-9525

or E-Mail: RetirementPlanComments@irs.gov

For EP Taxpayer Assistance:

For retirement plans technical and procedural
questions:

Please call (877) 829-5500

Or visit the EP Customer Account Services section at
WWW.irs.gov/ep.

For questions relating to retirement income,
IRAs, Roth IRAs, educational IRAs, medical
savings accounts and section 125 cafeteria
plans:

Please call (800) 829-1040

For further Employee Plans Information: Go to
WWW.irs.gov/ep.

owners. (Seethearticle on Pub 4460 on page 3.)

- Publication 4482, 403(b) Tax-Sheltered Annuity for
Participant, isdirected at participantsin a403(b) annuity who are
interested inlearning moreabout thebasic provisionsand
requirementsinthe operation of their plan aong with pitfallscommon
with many 403(b) annuities.

- Publication 4483, 403(b) Tax-Sheltered Annuity Plan for
Soonsor, isdirected at plan sponsorsemployerswho areinterested in
learning more about a403(b) annuity plan, the operational mistakes
common to many of these plans, and how to avoid and correct them.

- Publication 4484, Choose a Retirement Plan for Employees
of Tax-Exempt and Gover nment Entities, isdesigned for plan
sponsors'employersof tax-exempt organizations and government
entitieswho areinterested in establishing aretirement plan for their
employees. It containsachart that highlightsthe different typesof
plansavailable and key features specific to each plan.

In addition, we ve updated thetwo following publications:

Publication 3998, Choosing a Retirement Solution for Your
Small Business, isdesigned for tax practionerswith clientsthat may

be ableto sponsor aretirement plan. It containsachart that highlightsthe primary
typesof retirement plansand key features specific to eachtype of program. It was
produced in conjunction withthe U.S. Department of Labor.
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Publication 422, 401(k| fo Small Bus n, isdesigned for aI | business

ownersand tax practitionerswith clientsthat may be ableto start or already have a401(k)
plan. It containsbasi cinformation dealing with the establishment and operation of 401(k) plans,
including highlightsof thebasi c typesof 401(k) plans. It was produced in conjunction with the

U.S. Department of Labor.

All of these new publicationsare available on the Retirement Plans Community web page by
clickingon“EPForms& Publications’ under the“ Retirement Plans Community Topics’ section. m

They’re Here: The 2006 Dollar Limitations!

To quotethe Scarecrow: “Ohjoy! Rapture!” They’ re here: the 2006
retirement plandollar limitsarenow available. Onceagain, we' ve
gathered dl thedollar limit numbersyou know and love—aongwith
perhaps some strangers—and put them on the Retirement Plans
Community web page.

We vegot dollar limitsstarting in 1989 and continuing al theway
through 2006. Or, if you just want to see the 2006 numbers, click on
2006 COLA News Release.

We vegot dl your favoritelimits. You'll discover such goodiesasthe
deferral limit for 401(k) plans ($15,000) and the section 401(a)(17)
compensation limit ($220,000). Wea soinclude—aspart of this
specia offer —somelesser known figures. For example, thechart has
the compensation amount under section 408(k)(2)(C) for SEPs ($450
in 2006 and unchanged from 2005) and the amount for determining
whoisa“Key Employee” —asdefinedin Internal Revenue Code
section 416 —increased in 2006 from $135,000 to $140,000.

So, if youwant to seeif your 2006 COLA isflat or bubbly, click on
COLA Table or go to the Retirement Plans Community web
page, click on*Published Guidance’ and goto “ Cost-of-Living-
Increases.”

Findly, if youact now, we' |l includeabonuslink tothe Socia Security
Administration. Just click on 2006 SSA Limits and you' |l get extras
like the 2006 taxabl e wage base ($94,200, up from $90,000 in 2005)
and much, muchmore! m

DOL News

The Department of Labor’sEmployee
Benefits Security Administration (DOL/
EBSA) announced new guidanceand
education to assist plan sponsorsand
practitionersincomplyingwith ERISA. In
addition, DOL/EBSA worked withthe RS
and PBGCto providerdief to planofficials
and participantsimpacted by Hurricanes
Katring, Ritaand Wilma.

Relief for Those Impacted by
Hurricanes K atrina, Ritaand Wilma

- DOL/EBSA launched aweb site
providing contact information on employee
benefit plan sponsorswhose operationshave
been disrupted by HurricanesKatrinaand
Rita. Employerswho sponsor benefit plans
are being encouraged to update their contact
informationwithDOL/EBSA if it has
changed. Thisinformationwill dlow
employees, plan participantsand their
families, aswell asthemany other support
organizationsasssting victimsof the
hurricanes, to reach plan administratorswith
guestionsand information related to their
retirement and health benefits. Theweb site
contains asearchable database with pre-

hurricane contact information from Form 5500 Annual Reportsprevioudy filed.
Employers/plan sponsorswho wish to update or correct their contact information on
thissitemay do so by calling toll-free (866) 444-EBSA (3272) or by submitting a
Verification of Contact Information Form found ontheweb site.

DOL/EBSA and the RS announced guidance for employersand plan officialsto help
victimsof Hurricane K atrinaobtain hardship distributionsand | oansthrough 401(k) and
similar employer-sponsored plans. The guidance extendsthe circumstancesunder which
workersare ableto gain accessto their retirement fundsand eliminatesthe need for

certain documentation.
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fiduciariesin the Hurricane K atrina-affected regions unableto comply with certain DOL
regulations, whileurging thefiduciariesto usetheir best effortsto comply withthelaw.

Alongwiththel RS, DOL/EBSA used the Secretary’ sexisting authority to

IRS employees contributing to
this edition of the Retirement
News for Employers are:

Evelyn DeWald,
Larry Isaacs,
Michael Julianelle,
Joyce Kahn,

Peter McConkey,
Todd Newman,
Mark O’Donnell,
Nancy Payne,
Keith Ruprecht,
John Schmidt,
Brenda Smith-Custer
Susan Taylor, and
Mikio Thomas

extend anumber of deadlinesrelated to heal th plan coverage, enabling affected
workersmoretimeto makecritical decisionsregarding health coverageand giving
affected employersmoretimeto comply with certain notice requirementsinthe
areasaffected by HurricaneKatrina.

DOL/EBSA announced an extension of the deadlinefor filing the Form 5500
and Form 5500-EZ annud report/returnsfor the affected countiesin Louisiana,
Mississippi, Alabamaand Floridadueto property damage and destruction from
HurricanesKatrina, Ritaand Wilma.

Theextension appliesto plan administrators, employersand other entitieslocated in
theareasdirectly affected, asidentified by the Federal Emergency Management
Agency. Theextension also appliesto firmslocated outsidethe affected areaswho
areunabl eto obtain the necessary information from service providers, banksor
insurance companieswhose operationsweredirectly affected by the hurricane.

Additiona information onthisguidance and reliefisavailableon DOL/EBSA’s

How to Subscribe to
Retirement News for
Employers

The Retirement News for
Employers will be issued only
through IRS e-mail. For your
free subscription, please go
to the Retirement Plans
Community web page and
subscribe online by selecting
“Newsletters” under
“Retirement Plans
Community Topics.” All
editions of the Retirement
News for Employers will be
archived at the Retirement
Plans Community web page.

For your convenience, we
have included Internet links
to referenced materials
throughout the electronic
version of Retirement News
for Employers. These links
are identified on the printed
version by the underlined
text. The electronic version
may be found at the
Retirement Plans Community

web page.

web site.
Electronic Filing of Form 5500 Annual Reports

Aspart of itscontinuing effort to update and streamlinethe annual reporting process,
DOL/EBSA published in the Federal Register on August 30, 2005, aproposed
regul ation that would require plansto filethe Form 5500 Seriesreport electronically
beginning with planfilingsduein 2008.

Adopting an dectronicfiling systemiscons stent with recommendationsmade by the
Government Accountability Officeand the ERISA Advisory Council. The proposed
regulationwould apply to al employee benefit plansrequired to file Form 5500
reportswith DOL. Inconjunctionwiththisregulatory initiative, DOL/EBSA will dso
updateits current formsprocessing system—known asEFA ST —to ensurethat plans
and service providershave secureinternet-based methodsfor transmitting filings.

The comment period closed on October 31, 2005.

Theproposed regulation isavailableon DOL/EBSA'sweb site. Thecomments
aredsoavailableonline.

Inaddition, DOL/EBSA, dongwiththelRSand PBGC, will proposerevisonstothe
2007 plan year formsto streamlineand improvetheinformation filed by plans. The
revised forms, to befiled in 2008, are expected to be published for public comment

thisyear.

Fiduciary Education Seminar Series

DOL/EBSA hasannounced another seminar scheduled for thisfall:

Norfolk, Virginia— December 8, 2005

6 Moreinformation ontheseminar and registrationisavailableon DOL/EBSA'sweb Site. m
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The Fix IsIn: Common Plan Mistakes
In each issue of the Retirement Newsfor Employerswe' Il present acommon mistake that occursin
retirement plans. We' Il describethe problem, how it happened, how tofix it and how to lessenthe

probability of the problem happening again. Thisedition of thecolumnfocuseson*® Top-Heavy Errorsin
Defined Contribution Plans.”

The Issue

Many of you havea401(k) plan or some other form of defined contribution plan that needsto meet what
arecalled“top-heavy planrules.” Theserulesarefoundin section 416 of theInternal Revenue Code. The
top-heavy rulesare designed to ensurethat lower paid employeesreceive at least aminimum benefit in plans
where most of the assets are owned by higher paid employees (referred to as*“ key employees’). When a
planistop-heavy, certain minimum vesting and alocation requirements must be satisfied. Planswith fewer
than 100 participantsarethe most likely to become top-heavy and thus affected by thetop-heavy rules. See
our full “The FixisIn” article under the* Plan Sponsor/Employer” section of www.irs.gov/ep for
more details on The Issue.

The Problem

To properly comply with thetop-heavy rules, unlessthe plan hasbeen designed to satisfy thetop-heavy
rulesinal years, employersmust test their plansevery year to determinetheir status. If theplanistop-
heavy for agiven year, the minimum benefitsand vesting must begivenfor that year. Thefailureto properly
follow thetop-heavy rulescan causethe plantoloseitsquaified status.

Some commonly overlooked top-heavy rulesthat |ead to problemsinclude:

If the participant isakey employeeat any time during the previous plan year, the personis
consdered akey employeefor theentireyear.

If the key employee account balances exceed 60%, the planistop-heavy. Thereisnoleeway.
Theplan may providethat only employeesemployed onthelast day of the plan year areentitled
to thetop-heavy contribution.

Thereisno 1,000 hour requirement in adefined contribution plan for atop-heavy allocation.
Thetop-heavy minimum contributionisbased on atotal compensation definition (not just
compensation whileaparticipant).

Electivedeferrals made by anon-key employeeto a401(k) plan cannot be considered for the
top-heavy minimum contribution.

TheFix

A top-heavy violation will cause aplan to becomedisqualified, resulting in adversetax consequencesto the
employer and employeesunder the plan; however, employersmay get relief fromtheseadverse
consequences through the Employee Plans Compliance Resolution System (EPCRS) by
correcting thetop-heavy failures. The Self-Correction Program (SCP) or Voluntary Correction Program
(VCP) can be used to correct these mistakes. Inorder to fix the mistake under SCP, generally the mistake
must befixed withintwo years after the end of the plan year iswhichthefailureoccurred. Unlessthefailure
can beclassfied asinggnificant, VCPmust be used after thistime.

To correct atop-heavy allocation failure, the employer must make acorrective contribution on behalf of the
employeewho received aninsufficient all ocation in an amount equal to theinsufficiency, adjusted for
earnings. Thereismorethan oneway to correct avesting failureunder EPCRS.
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ution Correction Method, the empl oyer makes a corrective contribution on behalf of

the employeewhose account balance wasimproperly forfeited by the amount of theimproper forfeiture.
Thecorrective contribution isadjusted for earnings. If, asaresult of theimproper forfeiture, an amount was
improperly alocated to the account balance of another employee, no reduction need be madeto the
account balance of that employee.

Another way to correct these errorsisthe Reall ocation Correction Method. Generally, the account
balance of the employeewho incurred theimproper forfeitureisincreased by theamount of theimproper
forfeitureand theamount isadjusted for earnings. The account balance of each employeewho sharedinthe
allocation of theimproper forfeitureisreduced by theamount of theimproper forfeiturethat wasalocated
to that employee’saccount.

Making Sure It Doesn’'t Happen Again

Calculating thetop-heavy status of aplan accurately and timely isvital for plan sponsors. Theplan
document, employee data, etc., should be carefully reviewed to ensurethat thetest isdone correctly.

Important Tip: A plan can be structured so that thetop-heavy minimum allocation requirement and vesting
scheduleisautomatically satisfied every year. Thiseiminatesthe need totest for top-heavy dtatus.

However, despiteall of your good efforts, mistakes can happen. Inthat case, the RS can help you correct
the problem and retain the benefits of your quaified retirement plan. m

0 = contribution

@ = conference

@ =fileforms

Let’'s Just Take It One Three-Month
Period at a Time

Operating aretirement plan can beatime-consuming job. Therearedeadlines, not just for
reportsand formsbut a so for making contributions. Thereare conferencesand seminars. And
then thereisinformation you need to giveto participants.

Soto help you navigate theretirement plan timeline, hereis our month-by-month look at some of
theimportant momentsin themonthsto come. Pleasenotethat al of thefiling datesbelow are
for calendar-year plans- adjust the datesfor non-calendar year plans:

December 8: DOL Seminar: Getting It Right — Know Your Fiduciary
Responsibilities - Norfolk, VA

December 31: Deadline for -
= Making required minimum distributions for 2005.
» Distributing prior year’s excess 401(k) plan contributions - including
income or losses - without losing plan’s tax-qualified status.

January 15, 2006: Fourth quarterly contribution due date for 2005
calendar-year defined benefit plans.

January 31: Deadline for -
« Filing Form 945, Annual Return of Withheld Federal Tax.
- Giving payees Form 1099-R, Distributions From Pensions, Annuities,
Retirement or Profit-Sharing Plans...

For a comprehensive list of upcoming EP Educational Events, visit the

Retirement Plans Community web page, select “Plan Sponsor/
Employer” and then “Upcoming EP Educational Events.” m

Department of the Treasury Publication 4278 (12-2005)
m I R S Internal Revenue Service Catalog Number 37968B

WWW.Irs.gov
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Timing Is Everything

Somehelpful retirement tipsfor employeesfromthelRS...

How much can | savefor retirement in 20067

* |f you participatein a401(k) or a403(b) plan:
0 You can makeupto $15,000in pre-tax contributions.
0 Overage50?Youmay beeigibleto make* Catch-Up Contributions’ up to an additiona
$5,000.

* If you participateinaSIMPLE IRA plan:
0 You can makeupto $10,000in pre-tax contributions.
o0 Overage50?Youmay beeigibleto make* Catch-Up Contributions’ up to an additiona
$2,500.

Arethereany tax creditsfor making retirement plan contributions?

» Someworkersqualify for the “ Retirement Saver’s Credit”:

0 Thisisatax credit of upto$1,000 or upto $2,000if filing jointly.

o Toqualify forthecredit, therearelimitson your adjusted grossincome:
= $50,000if marriedfilingjointly,
»  $37,500if head of household, or
= $25,000if single, married filing separately or qualifying widow(er).

0 UseForm 8880, Credit for Qualified Retirement Savings Contributions, to calculatethe

credit.

For moreretirement tips, talk to your employer or visit www.irs.gov/ep, select “ Plan Participant/
Employee” and click on* TimingisEverything.”

Department of the Treasury Publication 4278-B (12-2005)
@ IRS Internal Revenue Service Catalog Number 47879D
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